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ABSTRACT 
Kedah state's pattern of economy has changed from its old traditions of 
agriculture and commerce to a modern indtrstrialization with broadly diversified 
activities. With regards to foreign direct investment, the state has a good record 
of which a total proposed capital investment in approved projects was over 
RM16.2 billion for the period 1 990-April 1998. Their investment activities are 
particularly evident in the mant!fiicturing sector, which is the most dynamic sector 
of Kedah's economy. For the purpose of this study, 53 foreign companies under 
the administration of KSDC were curefilly selected as respondents. They are 
located in Kulim Industrial Estcrte, Kzrlim Hi-Tech Industrial Park, Bakar Arang 
Industrial Estate in Sungai Petuni, Sungai Petani Industrial Estate, Tikam Batu 
Industrial Estate, and Darulaman Industrial Park, However, only 27 companies 
responded (50.9 per cen!) out of the total population. The major finding of this 
study is that foreign direct investment (FDI) has acttlally made a positive 
contribution to the economic development of the state. Specrj7cally, the 
contribution is reflected in the characteristics crnd the eflects of FDI in the state. 
The characteristics include reasons of FDI, size of investment, type of activity, 
equity and control, mcrrketing, .nz~incrgement cmd profitcrhility; while the effects of 
FDI include employment, technical expertise, training, linkciges and tran~fer of 
technology. Nevertheless, further qfforts from the state government with the 
cooperation of all the foreign companies themselves are still needed to increase 
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CHAPTER 1 
INTRODUCTION 
1.1 THE SIGNIFICANCE OF FOREIGN DIRECT INVESTMENT 
Economists and those who have an interest in the study of world development 
have long debated the role of foreign direct investment (FDI) in the host 
countries. The rapid expans'ion of trade and investment activities has resulted 
in an increasing interdependence among countries. For developing countries, 
the inflows of FDI through' n~ultillatiollal corporations (MNCs) have been 
attributed to historical colonial relationship with industrialised countries 
(which act as home countries). These nlultinationals with the capability of 
their capital resources are expected to promote develop~nent and growth of 
developing countries. 
The importance of FDI in the host countries can be seen when the domestic 
capital resources are insufficient to finance their investment programmes. As 
such, external financing is inevitable to enable a country to achieve its 
economic goals. Perceptions toward FDI in developing countries have 
.j changed considerably over the last 25 years. In the 1970s, the developing 
countries' policies are generally aimed at discouraging foreign capital inflows. 
But the scenario changed ~ ~ t n e t i m e  in the 1980s. More developing countries 
are prepared to see the positive contributions of FDI and willing to review and 
implement new policies, and to renew strategies according to what is to be 
achieved by their national objectives. 
The present progress of economic development in developing countries shows 
that FDI is not only flowing from the north to south through the many 
multinationals but also from the south to south through the so-called 
transnational corporations (TNCs). This trend is due to the closer relationship 
established between developing countries in the south. A lot of efforts are 
done to enhance the cooperation among them which include the conclusion of 
bilateral agreements for the purpose of facilitating trade and investment flows 
and the exchange of visits, both at the government and the private sector 
levels. 
Table 1 shows the trends of global FDI flows from 1994 to 1996. The inflows 
of FDI increased to US$349.2 billion in 1996 from US$3 16.5 billion in 1995, 
an increase of 10 per cent. For the outflows of FDI, there was an increase to 
US$346.8 billion in 1996 from US$338.7 billion in 1995, an increase of 2 per 
cent. The rise of FDI flows was mainly attributed to continuing liberalisation 
and privatisation by rnost countries in the world and the positive response of 
TNCs to economic growth. With regard to FDI flows to the Association of 
d 
South East Asian Nations (ASEAN) countries, there was a decline from 
US$3 1.4 billion in 1996 to US$19 billion in 1997, a decrease of 39.5 per cent. 
Domestic capacity constraiilts and inliastrudturc bot t l~ne~ks  faced by ASEAN 
' 
countries have contributed to this contraction, even though there were lower 
labour costs and attractive investment incentives offered to foreign investors 
by other economies in southern and eastern parts of Asia (MITI, 1998). 
Table 1: FDI Inflows, Outflows, and Growth Rate, 1994-1996. 






Sllare in total ( per cent ) 
Source: MITI Report 1997/96 
- 
Growtll rate ( per cent )' 




1.2 FOREIGN DIRECT INVESTMENT IN MALAYSIA 
d 
All countries 




FDI has played an important role in'Malaysials economic development and 
diversification. When the country was a l3;itish colony, FDI was concentrated 






















































in the primary sector such as plantation and mining; trade, transport and 
utilities. Just like other activities, it was mainly for the economic interest of 
the British colonial master, which caused marked disparities between the more 
developed west coast and the less or underdeveloped east coast of the Malay 
Peninsula (Schatzl, 1988). 
After independence in the 1960s, the main objective of Malaysia's economic 
development was to achieve strong economic growth. After independence in 
I960s, there were some changes in the behaviour of the FDI resulting in the 
diversification of the econoiny in the country. Foreign direct investments were 
not only to expand activities in the already existing plantation and mining, but 
also to diversify into other agricultural crops and industry (Lin, 1994). In 
.1965, the Federal Industrial Development Authority (FIDA) was established 
by the government to promote and co-ordinate industrial development 
activities and to formulate policies on how to attract foreign and local 
investors to invest in various investments and to expand the already existing 
industries (MIDA, 1996). The present MIDA replaced FIDA with its more 
challenging task of handling large inflow of foreign investment into the 
Malaysian industrial sector. 
d 
The Malaysian government formulates various policies and provides 
incentives and facilities to attract foreign investment in the manufacturing 
sector. In order to increase Malaysian participation in manufacturing 
activities, Malaysian and foreign entrepreneurs are encouraged to undertake 
projects on a joint-venture basis. Certain guidelines are prepared by the 
government, particularly on foreign equity participation in the manufacturing 
sector, which is governed by the level of exports. The equity policy for this 
important sector has been liberalised since 3 1 July 1998, which is in respect of 
new investments, expansion or divcrsiiication. Before thc liberalisation, the 
level of foreign equity ownership allowed depends on certain conditions. If 
the manufacturing projects export 80 per cent or more of their productions, the 
equity condition will not be imposed. However, if the export less than 80 per 
cent, the equity condition will be applicable. But after the liberalisation, 
foreign investors can hold 100 per cent equity irrespective of the level of 
exports. This relaxation is applicable to all applications of manufacturing 
projects received from 3 1 July 1998 to 3 1 December 2000, with the exception 
of certain activities and products. For these activities and products, the 
prevailing certain guidelines is applicable (Ministry of Finance, 1998). 
The proposed capital investment in Malaysia's manufacturing sector was 
RM34.2 billion in 1997, 18.8 per cent lower than the RM42.1 billion recorded 
in 1996. While domestic investment constituted 57.9 per cent or RM19.8 
billion, foreign investment was 42.1 per cent or RM14.4 billion in 1997. High 
d 
levels of foreign investment were recorded in petroleum and petrochemical 
products (RM5.1 billion), electrical and electronics products (RM3 billion), 
basic metal products (RM1.6 billion), lhbricated metal products (RM887.4 
million), textiles and textile products (RM712.6 million), and chemicals and 
chemical products (RM588.6 million). These six industries accounted for 
RM11.8 billion or 82.4 per cent of the total foreign investment in the 
manufacturing sector (MIDA, 1997; MITI, 1998). The top five sources of 
foreign investments were the USA, Japan, Germany, Taiwan, and Singapore 
(see Table 2). They accounted for 78.2 per cent or RM11.2 billion of total 
foreign investments. Japan, the USA, Singapore and Taiwan continued to be 
the leading foreign investors, contributing RM8.8 billion or 64.6 per cent of 
the total (MIDA, 1997; MITI, 1998). 
Table 2: Top Five Sources of Foreign Investments in Applications 
Received in 1997 
d 























V Petroleum and petrochemical products 
V Electrical and electronics products 
- semiconductor fabricated wafers 
V Petroleum and petrochemical products 
V Fabricated metal product 
- nickel plated and polished aluminium disk 
substrates 
V Electrical and electronics products 
- semiconductor fabricated wafer 
- multi-layer chip capacitors 
V Petroleum and petrochemical products 
V Chemicals and chemical products 
- polybutadiene rubber (PBR), styrene 
I butadiene 
rubber (SBR), and thermoplastic elastomers 
V Electrical and electronics products 
1.3 INDUSTRIALISATION IN KEDAH 
Kedah State's pattern of economy has changed from its generations-old 
traditions of agriculture and commerce to a modern industrialisation with 
broadly diversified activities. This progress was achieved through a steady 
progranlnle of economic developnlent implemented by the state and with the 
establishment of the Kedah Development Action Plan (KDAP), 1991 -2000. 
During the Sixth Malaysia Plan (1 99 1 - 1999, Kedah's economy expanded 
with its average Growth Domestic Product of 9.9 per cent. It  was higher than 
the growth rate achieved at the national level (8.7 per cent) for the same 
period (MIDA(b), 1997). Regarding total investment, thcre was over RM 19 
billion pouring into the state between 1991 and 1998. During the period, 403 
industrial projects were approved, and these represent 6.5% of the national 
total (The Star and New Straits Times, July 21, 1998). 
The manufacturing sector is the most dynamic sector of Kedah's economy. It 
showed an annual growth rate of 17.4 per cent for the 1986-1990 period and 
18.5 per cent for the 1991-1995 period. The rapid growth of the state's 
manufacturing sector is concentrated in the industrial areas of Sungai Petani 
and Kulim. This was mainly due to the spillover of manufacturing activities 
.a 
from Penang (Kedah, 1994; Malaysia, 1996). 
Various industries flourish within the state's industrial parks with their well- 
developed infrastructure. Industrial activity flows into the southern industrial 
estates of Kulim, Bakar Arang, Tikam Batu, Sungai Petani and Kulim Hi- 
Tech Park as well as the northern industrial area of Mergong 11, Mergong 
Barrage and Darulaman. Between 1987-1996, there were 286 projects 
operating in the state. The electrical and electronic products accounted for 1 13 
projects, followed by plastic products (27 projects) and textiles and textile 
products with 23 projects. The rest are made up of rubber products, fabricated 
metal products, transport equipment, wood and wood products, furniture and 
fixtures, non-metallic mineral products and others (MIDA, 1997). The 
development of Kuala Ketil Industrial Estates which is located between Kulim 
and Sungai Petani, and Bukit Kayu Hitan1 in North Kedah will further 
contribute to the progress of manufacturing activity in the state. 
With regards to foreign direct investments, Kedah has a good record of which 
a total proposed capital investment in approved projects was over RM16.2 
billion for the period 1990-April 1998 (see Table 3). Among the foreign 
investors in Kedah are from Taiwan with 130 companies, Japan with 76 
companies, Singapore with 37, the United States with 28, I-Iong Kong with 25, 
and Korea, United Kingdom and Germany with 10 each, Canada with seven 
J and Netherlands with six companies. Also present investors are from India, 
Australia, Italy, Indonesia, Switzerland, Thailand and New Zealand. In total, 
investors from more than 20 countries have approved manufacturing projects 
in the state. 
Table 3: Foreign Participation in Approved Projects in Kedah by 
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Referring to the statistics of investment in approved projects with requirement 
of export 50 per cent or more, for the period 1987-July 1997 (Table 4), 
investments in the electrical and electronics products industry in Kedah 
amounted to RM6.1 billion or 58.5 per cent of the total investment. In the 
second and third places are the petroleum and coal with RM2.7 billion or 25.8 
per cent and fabricated illeta1 products with RM602.4 inillion or 5.8 pcr cent 
of the total foreign investment. 
1.4 PROBLEM STATEMENT 
The inflow of Foreign Direct Invcstment (1:DI) into Malaysia on a large scale 
was a result of the Government's efforts towards economic diversification and 
industrialisation programmes. Foreign investment increased dramatically 
when MIDA, which was established in 1978, becomes. the center of 
investment (COI) with concentration on the manufacturing sector (Ministry of 
Finance, Malaysia, 1989). 
The most spectacular achievement in the Malaysian economy is the rapid 
development of the manufacturing sector. This sector had developed at the 
rate of 12.3 per cent per year for the period of 1991 - 1993 because of the 
J 
export-oriented industrialisation strategy which was introduced in the 
Industrial Master Plan (IMP) 1986-1995 (Malaysia, 1993). In 1990, the share 
of manufactured exports to merchandise exports was 58.8 per  cent but it 
increased to 79.6 per cent in 1995 (MITI, 1996). 
Table 4: Investment in Approved Projects in Kedah, by Industry 
with Requirement of Export 50% or more, 
1987 - July, 1997 
Industry 
Food manufacturing 
Textiles and Textile Products 
Leather and Leather Products 
I Wood and Wood Products 
Furniture and Fixtures 
i Paper, Printing and Publishing , Chemical and Chemical Products 
Petroleum and Coal 
Rubber Products 
, Plastic Products 
I Non-metallic Mineral .Products 
, Basic Metal Products 
I Fabricated metal Products 
1 Machinery Manufacturing 
1 Electrical and Electronic Products 
1 Transport Equipment 
I Miscellaneous 







Note: ' ~ o r e i g n  Invesrment =ji,reigri equity + loan ~lttribzrtetl to foreign inferesfs 2 
' ~ o a n  attribtrted to foreign interesfs is apporfionetl fro", rhe tofu1 loan 
accorrli?lg lo /he percenfoge of /he foreign sh~rre ill /he eytrify of errch 
project 
During the period of 1991-1993, the anlount oS foreign investment in the 
sector was RM38.4 billion. It was bigger than the amount of domestic 
investment which amounted to only RM28.6 billion (Malaysia, 1993). But in 
terms of percentage of contribution to overall investments in the country, 
foreign investment's contributions have dropped 24 per cent over the last six 
years (199 1 - 1997). The percentage dropped from 64 per cent in 1991 to 42 per 
cent in 1996 and further to 40 per cent in the first two months of 1997. In 
contrast, domestic investment has increased and could surpass foreign 
investment in terms of the percentage (NST, April 29, 1997). However, the 
fact that industrialisation becomes a necessity to maintain economic 
competitiveness which is sensitive to changes in international economics, the 
role of foreign investment is still important and furthermore, it acts as a 
complement to local investment activities. 
Kedah is chosen for the study of FDI and its role in the economic 
development of the state since it  has a great potential for industrial 
development in the northern region of Malaysia, especially in the long term. 
The state is making an important progress in lessening its dependency on 
agricultural sector (Kedah SEDC, 1993). Well-developed infrastructure and 
transportation facilities as well as liberal investment and trade policies have 
attracted foreign investors from various countries to invest in the state. 
" It cannot be denied that foreign direct investment is one of many ways to 
achieve industrial devclopinent, and consequently contribute towards 
econornic growth for a state and for a country. Job opportunities and increase 
in income for domestic residents are among the contributions that can be 
realised with the increased and development of various factories by foreign 
companies. However, the role of FDI is still questionable in some aspects, 
which in turn can affect the long-run economic growth. The main question 
that can be raised here is: What are the characteristics and the effects on the 
development of Kedah's industrialisation and Kedah's economy? 
1.5 OBJECTIVES 
The main objective is to study the role of FDI in the economic development of 
Kedah Darul Aman. The specific objectives are to examine and evaluate 
. I .  the characteristics of FDI, namely, reasons for FD1,- size of 
investments, type of . activity, equity and control, marketing, 
management and profitability. 
. . 
11. the effects of FDI on employment, training, linkages and the transfer 
of technology. 
1.6 SIGNIFICANCE OF THE STUDY 
The findings of this study are hoped to give insights to the policy-makers in 
dealing with the ef'forts to prolllole activities of FDls with the emphasis of 
increasing their contributions to the Kedah state's economic development. 
Specifically, as this study is undertaken with the help from the Kedah State 
Development Corporation (KSDC), the findings are hopcd to provide useful 
information for their future planning of FDI programmes. Lastly, Malaysian 
and non-Malaysian researchers have not yet adequately studied the role of 
FDI in Kedah Darul Aman. Thus, this study will also provide useful 
background materials for those who intend to undertake further research on 
foreign direct investment in Malaysia. 
SCOPE AND LIMITATION 
The scope of this study covers industrial areas, which are administered by the 
KSDC except Kuala Ketil and Bukit Kayu Hitam. The target is to obtain data 
and information from companies fully-owned by foreigners. A list of 133 
companies (in which the majority is sinall in size) was received from the 
KSDC office. However, out of the total, only 53 respondents are qualified to 
be included in the study. The rest are either fully-owned by Malaysian, closed, 
or relocated to other state of Malaysia or to other countries. Factor of 
economic crisis that began from the middle of 1997 had clearly caused many 
of them to be severely affected in the state. In addition, some foreign 
" companies listed in the KSDC list are still under construction, planning and 
not yet in operation. The data used in the study is limited to the end of 1997 
only. 
Several problems were encountered while carrying out this study. 
1. The researchers did not receive some qiiestionnaires because the 
foreign companies did not return them due to their reluctance to 
miscommunication, or bureaucracy in the companies. 
2. Kulim High Technology Park, which is one of the industrial areas 
under study, is not really in full operation yet. Thus the researchers 




Foreign Direct Investment (FDI) is considered as an important international capital 
movement particularly in the econo~nic developnlent ol' developing countries. The 
active role of foreign capital in economic growth is clearly seen in the Newly 
Industrialised Economies (NIEs) in East Asia, namely South Korea, Taiwan, 
Singapore and Hong Kong. ~c'cording to Piatkin (1993), the NIEs have high 
investment activity that contributes to the creation of modern industrial production 
and the improvement of the utilisation ol'cxisting production resources. 
In a different aspect, an empirical s t ~ ~ d y  was done by Wong (1986) on the subject of 
FDI which is usually dominated by ~n~iltinational corporations (MNCs) from the 
industrially-advanced north nations, and from the development of transnational 
corporations (TNCs) by some of the higher-income developing countries (that is, 
south nations). This study, however, focuses more on examining the possibility and 
merits of greater south-south cooperation in FDI as a strategic alternative to the 
pattern of north-south dominance. 'fhe latter is perceived as contributing to the 
present unequal north-south structural relationship. 
t 
An analysis concerning the effect ol' foreign capital on growth by Pradumna and 
Dowling (1988) for a sample of nine Asian countries was done with the application of 
simultaneous equation modcl. 'Fhe mrijor Iinding of their study was that fbreign 
capital flows have made positive contributions to the growth of these developing 
countries. FDI contributes to growth by augmenting resources available for capital 
formation and by improving investment efficiency. Unlikc FDI, foreign aid 
contributes only by aiding in capital formation and tends to reduce investment 
efficiency. Their study suggests that the countries concerned to continue to accept 
foreign capital in those areas wherc adequatc domestic resources are not available. 
Their study, however, excluded Malaysia from the list of countries studied. 
In a study on foreign manufacturing investments in resource-based industries, Mohd. 
Ismail (1990) notes that many developing countries augmented their scarce domestic 
capital resources by letting foreign capital play their role in the industrialisation 
process. The provision of additional capital resources by foreign investors to finance 
investment activities in these countries is often accompanied by an inflow of modern 
tecbologies. of course, there is solne debate regarding the extent of technology 
transfer by them to the host countries. However, one cannot easily. deny that the 
influx of foreign capital (and technology) has enabled many developing countries, 
including Thailand and Malaysia, to achieve a more rapid growth rate in industrial 
sector than would otherwise have been possible. Additionally, foreign investors often 
have international market links beforc their comings to the recipient countries. These 
links would enable these countries to have access to overseas markets. 
4 
It is generally believed that FDI has played a major role in thc economic dcvclopnlcnt 
of the ASEAN countries. In relation to this, Okposcn and Kanbur ( 1  996) examine the 
causes of FDI inflow in Singapore and discuss the lessons that can be learnt by 
Malaysia from Singapore's experience. The dominant role of foreign capital in the 
manufacturing sector is mainly because the Singapore government cannot depend on 
local capital. In 1975, wholly foreign-owned subsidiaries in the country contributed 
56 per cent to manufacturing gross output in 1975; the proportion was 59 per cent in 
1980, and 55 per cent in 1985. In ter~ns of direct exports contribution for all foreign 
owned companies, it was 84 per cent in 1975, 85 per cent in 1980, and 82 per cent in 
1985. This evidence shows that Singapore's economy heavily relies on FDI in 
sustaining future growth. 
Experience from Singapore coi~ld be relcvant for Malaysia in at least four aspects. 
First, the role of the state which is not to hinder development but to create 
opportunities for economic growth. Even state owned firms will have to compete with 
all other firms in the industry too. Second, FDI inflow leads to the success of 
Singapore's economy. TNCs are largely responsible for the development of Singapore 
through their investment and exports, and through their multiplier effects on the 
whole economy. Third, the country's con~parative advantage is never static. In other 
words, it evolves with capital accumulation and technological change. Finally, the 
experience proves that a country can achicvc rapid development as a net importer of 
FDI as well as become a nlajor investor. 
d 
Zainal Abidin (1990) analysed the trend and profile oS FDI in Malaysia, which is 
based on dala ol' manulic~uringg projects l'rom 198 1 to July 1989. 'l'he analysed 
FDI was mainly to import substituting activities (Ariff and Chee, 1987). Later, in the 
1970s, there were export-oriented activities with key roles played by Japan, 
Singapore and the United States. In the first half of the 1980s, the FDI flow was 
extremely sluggish due to economic recession. However, there has been renewed FDI 
interest with remarkable increase of foreign investors in the late 1980s (also discussed 
by Zainal Abidin ( 1990)). 
In Ariffs (1991) paper, the chan~ ing  role of FDI is seen in a number of important 
ways. First, there are more FDIs from the East Asian NIEs, especially Taiwan, 
coming to Malaysia. According to Ismail (1993), in the 1980s, the revaluation of the 
Japanese yen and the increasing laboilr costs in thc East Asian NIEs have forced them 
to relocate their industries ol'f'shorc to low-wage developing countries. They do so in 
order to gain competitive advantage in the global market. Second, newer FDI projects 
are more capital-intensive than labour-intensive, reflecting technological endowments 
abroad and changes in factor endowments at home. Third, small and medium-sized 
firms are increasingly important as supporting industries to the existing MNCs. 
Fourth, instead of concentratii~g on third country inarkcts, Sorcign companies in thc 
host country are exporting a sizeable proportion of thcir output back to their home 
countries. It is not like what they had donc previously. Fifth, the linkages of FDI 
projects with the domestic economy have grown stronger because more foreign 
d 
enterprises resort to local sourcing of primary and intermediate inputs through sub- 
contracting and ancillary activities. Finally, thcrc is a tcndency for such FDI projects 
especially the small and medium-sized ones, to be located in outer areas, and this 
contributes to industrial dispersal. 
Edwards (1994) raised some questions when discussing the role of foreign direct 
investment in Malaysia. His questions are: 
"Is this large role of FDI in Malaysia good or bad? Does 
Malaysia suffer fiom a form of neo-colonialism? Has economic 
dependence continued despite the political dependence? Or 
does FDI provide ~ a l a ~ s i a ' w i ~ h  access to advanced technology 
and efficient management which would otherwise be 
unavailable?" 
In neo-classical approach, I7Dl is considered i~nportanl in contributing 10 the excellent 
record of growth for those countries that have greater reliance on it. f lowever, in an 
analysis made in some Asian coun~rics between the ye.ar 1965 to 1989 (Soon (ed.), 
1990; World Bank, 1991), it was found that South Korea with low level of FDI had 
an equal spectacular growth record as Singapore which had a high level of FDI. 
Similarly, Malaysia had a greater inflow of FDI than Indonesia but its growth rate in 
Gross National Product (GNP) per capita was slightly slower. 
According to Edwards, the neo-classical approach assumes that FDI is superior in 
terms of its better management while the dependency approach views FDI as merely 
substitutes for local investments. In the mid- 1980s recession in Malaysia, there was a 
relaxation of ownership restrictions to rilrther encourage FDI activities. But at the 
beginning 01' the 1900s, illcrc was a. t ~ ~ d e + ~ c y  to reduce dupcndc~lcy on 1:Dl. 
Critically, a country seeking to deepen its industrial sector cannot entirely rely upon 
FDI (World Bank, 1985). FDI cannot be relied upon to build an indigenous industrial 
base as a prerequisite for long term industrialisation programme. The importance of 
domestic investment, ownership and control must be underscored by industrial policy 
in the future (Abdullah, 1991). I-Iowever, the crucial question now is the kind of 
policies to be followed in order to promote local i~lvcstmcnt and cnablc i t  to acquire 
the advanced technology as required by Malaysia's industrial sector. 
In a paper written by Rajah, Ishak and Jomo (1996), five economies have been 
selected to be analysed, namely, Korea, Taiwan, Malaysia, Thailand and Indonesia 
because of their experiences in unprcccdcntcd growth and structural transformation. 
Rajah et. al. point out that the role of FDI in the live economies vary strongly. Korea 
relies on foreign capital in order to acquire large-scale technology know-how from 
foreign firms. However, the direct participation of foreign firms are restricted in the 
domestic economy, and confined largely to labour-intensive activities. In Taiwan, 
foreign firms are allowed in more industries, but they are used to generate technology 
spillovers, and to support the growth oS local firms. Unlike Malaysia, Indonesia and 
Thailand, foreign firms in Taiwan arc given little incentives. Also, they are not 
allowed in strategic industries. 
In cokrast with Korea and Taiwan which were in history, not really significant in 
terms of FDI participation (Nayyar, 1978; Amsden, 1989; Wadc, 1990; Chang, 1994), 
Malaysia, Thailand and Indonesia put strong elTorts to promote I'oreign firms to invest 
particularly in their export-oricntcd manufacturing indi~slrics. Ownership regulations 
in these economies have been made more liberals than those in Korea. Liberalised 
conditions and massive FDI inflows from abroad expanded the share of FDI in gross 
domestic investment. However, weak goveriiance of the liberalisation policies had led 
to little effective inter-firm teclinology transfers and structural interdependence 
among sectors (Rasiah and Anuwar Ali. 1995). 
The significance of technology in economic development and growth is well- 
recognised by almost all countries as it can help in changing their industrial pattern 
and structure as well as the size of pcr capita income, and hence, fillillling objectives 
of their respective national economic policies. Within this context, FDI has been 
viewed as one important mean to acqirirc modern technology through the so-called 
technology -transfer. La11 (1996), in his paper, notes that FDI should be controlled 
firmly by the government. Foreign majority ownership is not permitted except when 
there is the condition of getting access to closely-held technologies, or to promote 
exports in internationally integrated activities. 
Okamoto's (1994) paper investigates to what extent trade and FDI liberalisation 
policies of Malaysia contributed to the high economic performance of this country. In 
this paper, liberalisation policics as a whole were evaluated by comparing the 
econo&ic performance of Malaysia in the pre-1985 and post-1985 periods. The 
contribution of foreign cornpanics to thc c c o ~ ~ o ~ n i c  trnnsitio~~ and the impact of such 
policies on the productivity of the Malaysian n~anufacturing sector in particular were 
then analysed. The findings of this paper are: Since the introduction of liberalisation 
policies, Malaysia has succeeded in the expansion of employment and production 
especially for exports; remarkable economic annual growth rates of around 8 to 9 per 
cent was also achieved by .this country; there was improvement in the level of total 
factor productivity (TFP) with high share of foreign companies in industrial sector; 
foreign cornpanics contributed a grcat dcal to thc accumulation of capital stock; and 
they also contributed to the diversification of the industrial structure into non- 
resource-based industries. 
Tham (1997) narrowly focuses on the contribution of FDI to productivity growth in 
Malaysia particularly in the manul:Lic~uringg sector. As cxpoundcd in the Seventh 
Malaysia Plan (7MP: 1996-2000), the focus of growth has significantly shifted from 
an input-driven to a productivity-driven strategy with a specific emphasis on 
enhancing the contribution from total factor productivity (TFP). The TFP growth is 
basically due to improvements in efficiency in the usage of resources and technical 
change. Tham' s findings, however, show that there has been little growth in TFP in 
the manufacturing sector. The lack of emphasis on relocating the roreign companies' 
R&D to this country and the continued dependence on foreign capital for imported 
intermediate inputs are anlong the reasons for the problem. 
The "pursuit of higher TFP growth will thus rccluirc re-orientation in the production 
process of the n~anufacturing scctor, and t l~c valuc-addcd contcnt of production is to 
be given more emphasis as compared to the technology content. This in turn will 
require improvements in Malaysia's human resources and more support from the 
Small and Medium Scale Industries (SMIs). Significant improvements in these two 
factors are to ensure that TFP, capital and labor growth will give a greater 
contribution while there will be corresponding smaller contribution from the growth 
in intermediate inputs to the growth of the man~~facturing sector. 
From the above reviews, it can be seen that the subject of FDI has been studied from 
various aspects with different point of views. While there are admirable FDI's 
contributions to the progress and dcvclop~nent o r  industrialisation in  developing 
countries including Malaysia, some fundamental issues are still open to discussion 
and debate. For our pilrposc of study, Kcdii11, whic11 is located i l l  1I1e northern region 
of Malaysia, is selccted as a sample state in csamining how l:IlI plays its role and its 
effects on the econon~ic development oS the state. 
CHAPTER 3 
RESEARCH METHODOLOGY 
Descriptive method is employed in studying and analysing the role of FDI in Kedah 
state. Data are put into tables Ibr easicr rclkrcnce. Both primary and secondary data 
are the sources of data and information. 
Primary data for this study was cbllected using a survey instrument (Questionnaire) 
developed by researchers. The questionnaire collsists of four parts covering aspects 
such as the general background of companies, employment and training, production 
and technology, and information on linkages with other companies or industries. The 
questionnaire is made of mainly multiple-choice questions where the company is 
asked to indicate the most appropriate choices. Some open-ended questions are also . 
included wherever relevant in order to get additional information and comments from 
the respondents. 
Secondary data is also an important input in this study to supplement the primary 
data. I t  is gathered from various government publications, reports and other studies on 
FDI which are available from libraries and government agencies. MIDA was helpful 
in providing additional data on industries on request. 
a 
In order to examine and evaluate the characteristics and the effects of FDI, an official 
listini df foreign qmpanies in Kedah was obtained from the KSDC. A sample survey 
was carried on the foreign fi~.ms with the help of a structured questionnaire or 'sclf- 
administered questionnaire' since most of the questions are supposed to require the 
respondents to refer to the firm's filcs or records. Questionnaires were sent earlier to 
respondents. They were asked to co~nplete it before hand and were informed that the 
questionnaire would be picked up by thc assistant researchers at their premises about 
two weeks after thc questionnaires wcrc scnt. I3cOrc distributing ~ h c  questionnaires, a 
pilot study was conducted on some of the companies operating under the KSDC. In 
addition to the questionnaire, discussions and interviews with relevant personnel and 
officers at some of these firms and relevant authorities were also carried out. 
The study population is all cornpanics in ~ h c  industrial arcas administered by the 
KSDC which cover Kulim Industrial Estate, Kulim Hi-Tech Industrial Park, Bakar 
Arang Industrial Estate in Sungai Petani, Sungai Petani Industrial Estate, Tikam Batu 
Industrial Estate and Darul Aman Industrial Park. From this population, industries 
owned by foreigners were taken into a study sample. Using the method of survey, 
data relating to the study sample were collected. They were then analysed with the 
application of Statistical Package for Social Sciences (SPSS) package. 
Various relevant data were collected, including period of establishment, number of 
employees, and the contributions of foreign companies to the local community. For 
* 
the specific objectives, data and information on location, date of establishment, 
number of employees, size or  investmcnt and types of activity arc among those that 
were not neglected. 
CHAPTER 4 
FINDINGS AND DISCUSSION 
4.0 INTRODUCTION 
The first part of this chapter discusses the characteristics of FDI in Kedah 
including the origin of the companies, their location in Kedah, reason for 
choosing the state as an investment location, the size and type of investment, 
equity and control, marketing, and management. The second part discusses the 
effect of FDI on employment, tcchnicnl expertise, training, linkages, and 
technology transfer. The analysis of both parts were done using the data of 
the 27 companies that responded from n population of 53, a response rate of 
50.9 per cent. 
4.1 THE CHARACTERISTICS OF FDI IN KEDAH 
4.1.1 Country of Origin and Location 
According to MIDA, 71-niwnn, Japan, and USA are the three biggest 
contributor of FDI in Keciah, Consistent wit11 this fact, Table 5 shows 
that 14 out of the 27 responding firnls are Japanese, followed by 
Taiwan, four, and USA, threc firms. In terms of location in Kedah, 1 1  
are located in Kulim, seven in Sungai I'etani, Sour in 'Tikam Batu, and 
three in Bakar Arang. Kulim is highly favoured by foreign companies 
because of its close proximity to Penang, and subsequently the port. It 
also offers better infrastructure since it is planned for a high 
technology industrial area. 
Table 5 : Country of Origin and Location in Kedah 








Kulim tligh l'cch 
Total 
Foreign investors choose their host country for various internal and 
external factors. Prominent among the internal factors include gaining 
access to local market, access to local resources, incentive from the 
host government, and local economic condition and infrastructure. 
Since the Malaysian government favour more export-oriented foreign 
firm, gaining access to local inarkct is not an important factor. In terms 
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land, communication facilities and other suitable environment, better 



























The most important attracting factor, therefore, is the government 
incentives, agreed by more than 40 per cent of thc firms, as shown by 
Table 6. Government incentives are particularly crucial since Kedah is 
considered among the poorest state in Malaysia and the government is 
always trying to rccl~lcc imbalances in regional development. 





Among the various incentives granted by the government, two types 
are more commonly granted to the responding firms, as shown by 
Table 7. Pionecr status is given to 44.4 pcr ccnt of the firms whilc 48.4 
per cent receives i~lvcstlncnt tax credit. Other incentives granted 
include export incentive (14.8 per cent), location incentive (3.7 per 
cent), non-fiscal incentive (7.4 per cent), and other fiscal incentives 
(1 1.1 per cent). External factors, over which the country and the state 
had little control, also have strongly influenced the flow of FDI firms 
* 
into the state. These factors include currency fluct~lation and 
conlpetition from other locations for investment. 
39.6 






Table 7: Types of Govcrnmcnt Incentive 
According to Zainal Abidin (l990), there was a significant increase of 
Type of Incentive 
Pioneer Status 
Investment Tax Credit 
Labor Utilisation Relief 
Export Incentive 
Location Incentive 
Other Fiscal Incentive 
Non-Fiscal Incentive 







1 1 . 1  
7.4 
and early 90's. That is partly due to the effect of the introduction of 
Industrial Master Plan (IMP) for the period of 1986-1995. The IMP 
ainls for accelerating thc growth of manufacturing sector, maximum 
and efficient LISC 01' local natural rcsources, and building lirm 
foundation for an advanced industrial country. During this period, 
Malaysia becomes an important producer and exporter of electronic 
component and product. Our findings show a consistent trend in 
Kedah where a majority of the companies were set up between the 
period of 1986-1995, a few bcfore 1985 and a few after 1995. Part of 
the reason could be the growing competition for FDI from 
neigllbouring countries and China in recent years. 
'4.1.2 Size and Type of Investment 
Foreign conlpanics in Kcdah arc gencl.ally smdl in size. I'ablc 8 shows 
the size of investnlellt by the amount of initial investment of started 
production. 22 companies started with 10 million and less, however, in 
1997, only 15 of the firms own the same amount of fixed assets, 
furthermore, it even decreases from 16 in 1996, as shown by Table 9. 
Comparing Table 8 and Table 9, the increase in assets ownership 
generally occurs in almost all of the firms, but it is particularly evident 
for the Japanese firms. 
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Morc than 5 1 
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Less than I 
1 1  - I 5  
16 - 20 
31 - 40 
Taiwan 
4 
The most popular type 01' manufacturing activity by the firms is the 
produclioti ol'clcct~-ical :uicI clcctl.onic components and protlucts. 'I'ablc 










































eight firms are engaged in the production of electrical and electronic 
products, six in chemicals and chemical products, and there are four 
each in fabricated metal and non-metallic mineral production. 
Table 10: Types of Firm's Product 
The breakdown reflects the emphasis given by Malaysian governnient 
for export-01-iented mruiul'acturing activities iildircctly prescribed in 








Tota l  
4.1.3 -Equity and Control 
Referring to 'Table 1 1 ,  majority of thc companics are private limited 
companies. Japan dominates this type of legal organisation with 13 
companies. Among thc reasons !'or thc choice oP this type were the size 
of capital that they have as well as efficiency in management and 
a operational controls. 






























Table 11: Types of Legal Organisation 
With respect to thc ownership distribution on capital invested, Table 
12 shows lhnl li)r lhc category 01' 70 pcr cent ancl more of the equity 











involved i n  the year 1996 and 1997. For the same category (70 per 
cent or more of equity) held by foreigners, about 74 per cent of the 
foreign companies were involved in 1996 and there was an increase to 
about 78 per cent in 1997. From general observation, there was a 



























Table 12: Distribution of Ownership on Capital Invested, 
1996 and 1997 
In terms of equity restructuring by foreign firms, Table 13 shows that 
55.6 per cent of the-foreign companies had done so between the time 
of their cstablishmcnt and thc ciatc of reporting. 1 Iowever, most firms 
have no plan to do so in the future. All the companies, regardless of 
Distribution 
(Millions) 
1 1  - 20 
21 - 30 
31 - 40 
41 - 50 
51 - 60 
61 - 70 
71 - 80 
81 - 90 
More than 90 
whether restructuring they had ~lndergone or not in their ownership 
structure, had put government policies and improvement as reasons for 
their actions as indicated in Table 14. Other reasons include matters of 
management and operational controls, profitability and 
trustworthiness. For firms with equity restructuring, 22.2 per cent put 





1 1 . 1  































Table 13: Equity liestructuring in by Firm 
Table 14: Rcason for Equity liestructuring in the Firm 
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companies that export their finished products to other countries is nine 
or 33.3 per cent (which can be seen in the range of 91-100 per cent of 
1 1 . 1  
7.4 
the finished products). But (in the same range) thc highest number of 
22.2 
22.2 
the companies that sell in do~nestic market is five or 18.5 per cent 
only. In fact the export-oriented type of foreign investment becomes 
important as they givc contribution to the economic growth of the 
state. Most of the products were exported to Asian countries, Europe 
and the United States. 
J 




4.1.5 Management and Profitability 
Export 



















decision-makings by their parcnt firms werc apparcnt in many areas. 
5.0 1 .O 
5 .O 5.0 
As expected, all the companies need approval from their parent firms 
to make decision regarding capital investment. It  is followed by the 
need of approval in  the areas of financial loan and approval of 
appointment to Board of Directors with 63 per cent each, as can be 
seen in Table 16. Ncvcrthelcss, foreign firn~s in the sample survey are 
obviously independent in the sc~lsc that they could make own decision 
on Product Changc ant1 Diversilication, as indicated with 3.7 per cent 
each. 'rhis is possibly due to the bclicl'that their products should meet 
a 
local specification. Other arcas in which approval rrom prlrcnl firms 
are needed call be referred to the same table too. 
Table 16: Approval from Parent Firm to Make Decision 
From the sample survey of FDI, it seems that foreign firms are making 
reasonable profits.. As shown in Table 17, there is quite a fair 
distribution in terms ol'number of companies that earned net profit for 
the whole range o f  protit in 1096 and 1997. Ten companies in the year 
1006 and 1 1 colnpanics in li)llowing year had valuc ol' prolit ranging 




Product Change and Diversification 
Appointment to Board of Directors 
Pricing Policy 
Disposition of Profits 
Export Market Development 
Dorncstic Markcl Dcvclopnicnt 
I'roduction Volu~nc 











4.2 THE EFFECTS OF FDI 
Range of Profit 
(millions) 
Less than I 
1 - 5  
6 - 10 
-- 
At thc beginning oT initial production of thc companies, as shown by 










1 to 100 or less. Japanese companies had taken the most number of 
workers. 
Table 18: Initial Labour Force of Started Production 
As show11 by 'Table 10, most 01' 111csc Ibrcign 1i1.m~ provitlc Inore job 
opportunities in the production side, either in skilled or unskilled 
category and thc workers arc employed on u l i ~ l l  time basis only. In 
1996 thc total number ol' l i ~ l l  time worker cmploycd by the respondent 
firms were 1 1,649, and it increased to 12,280 in 1997. In. term of 
composition, the majority of the workers employed in the year 1996 
Initial 
Labour 
I - 100 
10 1 - 200 
20 1 - 300 
301 -400 
and 1997 werc local, whcrc they constituted 96.6% of the total in 1996 
and 96.9% in 1997. Most of these locals were employed in the 
Country Origin 






and technical category. In two consccutivc years, I 996 and 1 997, 
83.4% and 82.3% of the total workers werc employed in the 
production category. All thcse evidence arc consistent with the 
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Table 19: Labour Force by Category, Type, and Origin, 
1996 and 1997 (Number) 
Category 
Professional & Technical 






I TY oe I Origin 
Table 20 shows the'gender and c~hnic on~position of the local labour 
.. . 
Full time 
1996 1 1997 
619 1 719 
force. In terms of scs. fcmalc workers made LIP the majority of the 
workers. The perceritagc of female workcrs is sligh~ly higher in 1996 
u 
but the difference is biggcr in 1997 compared with male workers. It is 
Local 
1996 1 1997 
583 1 691 
relaled to the type of workers in 111e manufacturing industries where 
Foreign 
1996 1 1997 
25 ( 28 
most of the workers in the production side are women. In terms of 
ethnic co~~iposition, Malays have domination over other groups in 
employment, which is consistent with the ethnic composition in the 
state population. 
Tablc 20: 1)istribution of Local Labour Forcc by Scx and 




Male ( Female 
PP 
43.5 1 56.5 
Race 
Malay / Chinese ] Indian ( Others 
63.4 
4.2.2 Technical Expertise 
Generally, foreign experts are sent before production commences in 
order to get the firm ready for production and supervise initial 
production run especially in the design and prototyping and basic 
processing llrcils ('l';~blc 21 ). 'l'liis is admittccl I,y 06.7 percent 01' the 
respondents. Ilowcvcr a small numbcr of foreign experts were 
employed, ranging between 1 - 10 person. Most of them stay here for 
a period of 1 - 6 mbnths. There are employed for a short span of time 
because local experts who have gained thc necessary skill through in- 
service training conductc'cl by tlic respective firms gradually replace 
them. Table 22 shows Llic dctail ol'inli)rniation regarding the number 
and duration of stay in Malaysia of foreign technical experts. 
Tablc 21: Typc of Tcchnical Experts 





Tablc 22: Tcchnical Expcrtisc 
Percentage 









1 1 . 1  
14.8 
.~ - 
Numbcr o f  Experts 
1ta11ge 
0 
I - 10 
Duration (month) 
7 - 13- 
.p- . ~ 
Mr11.c than a ycnr 
- ~ .~ .. . - . 
4.2.3 Training 
Apart from generating employment opportunity, foreign firms also 
have a favourable impact on the local economy if they help train the 
local workers and tlicn hclp build up a pool of skillcd manpower. 
Dcvclopmcnt ol' skills is consitlcrctl to be one ol' the most important 
aspects of development and the transplanting of skills is considered to 
be one of important external effects of foreign investment. Skill 
development can be achieved through training scheme activities for 
local workers. Thc survey has shown that most firms provided in 
scrvicu training for managcmcnt, forcman production and supervisory 
work in their companies or local institutions. A small percentage 01' 
the firms, ranging li-om 3.4 - 7.4 per cent, have given pre-service 
training and continuing education to their worker. Some of the firms 
also send their local workers to get training abroad to gain exposure 
and learn the current teclinology of production. Meanwhile, almost 30- 
37 per cent of thc overall firms liavc not given any training at all to 
their workers (Table 23). This percentage is considered siightly high. 
It shows the firm's lack of conccrn about the importance of training or 
the government's objcctivc in encouraging foreign investment in order 
a to increase local experts. 
Table 23: Training Opportunities by Type of Wprkers, 
Training, and Place, 1997 
A small numbel- of foreign lirms, 22.2 percent, provide training for 
outsiders, mainly to local suppliers and distributors. The training is 
undertaken to ensure appropriate lcvcl of quality, reliable delivery, 
after-sales services, and so on. Thus, this kind of training aims on 
Type of Workers 
Management 
Foreman Production 
S~~pcrvisory  Worker 
pso~lioting and developing more cffcctivc channels for marketing, 
distribitling, and scsvicing thc products. 
Table 24: Training for Local Supplier Firms and Distributors, 
1997 

















From Table 25, it can be secn that the value percentage of materials 
d 
and services supplied by local firms to these foreign companies are 
low. Only 33.3 per cent of tlnc companies lnavc a riungc of 50 - 100 per 

























companies admitted to having 1 - 50 per cent of input supplied by 
local firms. Therefore, the government should focus their effort on 
encouraging the use of local materials and services by these foreign 
companies. Besides helping the development of local firms, this 
action can spur the productiol~ O F  local components, which are 
currently still being imported. 
Table 25: Suppliers of Materials and Services 
However, the establisl~ment of strong linkages between foreign 
companies and local suppliers encounters problems because some of 
the firms still need to import raw materials. The reason for importing 
raw materials is because they are not available locally or local material 
is not suitable (Tablc 26). As a I-esult, some firms use a high 
proportion o r  imported materials. I lowever, some of them (5 1.8 
percent) prefer to use locally produced component because of several 
reasons, nan~ely to rcduce cost, to encourage local manufacturing 
companies, to increase local content a11d other reasons ('['able 37). 
Range of Total 
Requirement (%) 
1 - 10 
1 1  - 20 
21 - 30 
31 - 40 
41 - 50 
51 - 60 
61 - 70 
71 - 80 
81 - 90 



































Table 26: Reasons for Import Requirement 
not available 
not price competitive 




Ti~blc 27: Using 1,ocillly I'roduccd Components 
Percentage 
Reduce cost 1 14.8 
Reasons Percentage 
There are two ways of establishing linkages, direct or indirect, 
between foreign firms and local suppliers and local distributors. Both 
relationship are admitted by the firms where 48.1 percent responded 
yes to local suppliers involvement and 44.4 percent responded 
positively to local distribution involvement. Besides the increment in 
the usage of local n~aterials in production, the linkages between 
foreign firms and local suppliers and distributors also encourage local 
entrepreneurs, and 55.6 percent of the respondents agreed to this 
statement. 
Meet quality standard 
Competitive and meet specification 
Fast delivery 
Increase local content 
Support local economic growth 
Reduce import activities 








4.2.5 Transfer of Technology 
The transfer of technology via direct investment can be analysed based 
on two aspects, transfer of machinery and equipment, and transfer of 
skill. The transfer of skill has already been discussed in section 4.2.3. 
Meanwhile, the transl'cr of' machincry and equipment involvcs the 
adaptation of appropriate technology in respect of production 
equipment and production techniques suitable to the local 
environment. ~ h d  characteristics of adaptation of machines and 
equipment are based on the origin of machine, condition of machine, 
and condition of purchased. 
Table 28 shows that niost of the machines originated from Japan 
followed by USA. The reason is because most of the foreign firms 
surveyed are Japanese owned and their tendency and heavy reliance on 
Japanese products may be due to their price conipetitiveness as well as 
the bias of most Japanese managers. Furthermore, non-Japanese firms 
are also using Japanese niachincry. I t  seems tliat Japanese technology 
has significant inllucncc on the industry environment in Kedah. I t  is 
possible then, tliat Japc~ncsc tcclinology has been transferred compared 
to other foreign technology. 
d 
Table 28: Country Origin of Machines 
Based on the live models ol'rnachincs i~sctl i n  thc production PI-occss, 













latest model especially for the most important nlachines in production. 
However, older models are used concurrently. Most of the machines 
used are either fully ailtomatic or semi automatic. Therefore, most of 
the foreign companies tend to use the most up-to-date and new 
nlachines in terms of model and automation. This is beneficial for 
local workers siilcc they have the opportunity to work with 
sophisticated and high technology machines. The reason for the 
purchase of new machines may be because of reinvestment allowance 
(RA) given by the federal goveriiinent. 














































Furthermore, the firms provide training on how to operate these 
machines. The length of training provided by most firms is 1 - 3 
months for the most difficult production process (Table 30). 
Table 30: Length of Training Required 
Length 
Less than I 111onlh 
I - 3 months 
4 - 6 months 
7 - 9 months 
10 - 12 months 
3 years and above 
- 
Percentage 
7 . 4  
25.9 
3 . 7  
1 1 . 1  
3 .7  
3 .7  
CONCLUSION AND POLICY IMPLICATIONS 
The major finding of our paper is that FDI has actually made a positive contribution 
to econon~ic devclopnlcnt ol' Kcdah Stutc. As mcntioncd carlicr in Chapter One, 
industrialization programme in the state is important to accelerate its economic 
growth besides transforming its pattern of economy. The contribution is reflected in 
the characteristics and the effects of FDI in the state. 
The role of FDI is obviously seen in the manufacturing sector in the state. Their 
activities seen1 to be concentrated in the subsectors of chemical, non-metallic, 
- electronic and electrical, basic metal, and fabricated metal. These are in line with the 
KDAP. The KDAP identifies seven "high growth potential" sub-sectors, namely, 
rubber-based, electrical and electronic, wood-based, plastic, textiles, food processing 
and metal fabrication. These industries are performing well and continuously 
expanding which can bring many benefits to the local economy. The benefits among 
others are increasing employment opportunities, encouraging local nlanufacturing 
activities, increasing local content in product, and supporting local economic growth. 
Linkages a"re important in the developnlent of indigenous technology by increasing 
the capability to.adopt, adapt, and improve in technical aspccts. Through FDI, i t  is 
hoped that thesc linkages will bc created and thus can hell> boostiilg the statc's 
industrialisation prograinmc. The cstablishincnl of Kulim I li-l'cch Industrial Park is 
one of the government's efforts to spur the growth of high technology industriesrhis 
Park is expected to be high technology centre for the nation of Malaysia and serve as 
a national Research Development Centre. More importantly, it has a highly advanced 
industrial environment created for potential investors. 
In brief, findings in this study have several policy implications such as follows: 
1. Infrastructure facilities have to be improved and strengthened in order to 
attract foreign companies to invest in all industrial areas regardless of their 
locations in the state. 
2. Maintaining and increasing competitiveness of well-trained labour force 
should be strongly emphasised. 
3. Foreign firms and government agencies should increase their joint efforts in 
providing various training prograin~nes in order to improve skills of labour 
force. 
4. High quality materials and services supplied to foreign companies by local 
supp1i"es and distributors have to be ensured. 
5. In management practices, tllc degree of' dcpcndency on parent companies in 
terms of decision-making should be lessened. Currently, most foreign 
companies still heavily relied on their parent companies abroad especially in 
the financial matters and the appointment at top-level management position. 
6. With rcspccr to Lhc markcling in  gcncral, i t  is Ibund that, 77.8 per cent oS the 
foreign companies have a range of 65 per cent and above of their finished 
products exported to overseas. I t  shows a good achievement of the 
government policy of export-orientation. However, the level of achievement 
still can be further improved in Suture. 
To conclude, foreign direct investment really plays important role in the economic 
development of Kedah. Realising thc Vision 2020 which is to propel Malaysia to 
become an industrialised country in the year 2020, the state is now continuing its 
efforts to further promote foreign invcstors in various type of investment activities in 
all industrial areas. 
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